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The Appellants represented the Debtors in a Chapter 11
proceeding which began in Chapter 13 and which was eventually
converted to Chapter 7.  At the time of conversion, the two
Appellants withdrew as counsel and, having unpaid legal bills,
they filed applications for attorneys’ fees having a first
priority under Code § 507(a)(1).  

Sometime after the attorneys’ fee applications were filed,
the trustee, the Debtors, the IRS and the ODR entered into an
agreement purporting to settle a number of matters.  One of the
provisions earmarked homestead exemption proceeds for
distribution to certain creditors having priority under §
507(a)(6). Appellant Williams filed an objection on the grounds
that the settlement proposed to pay claims of a lesser priority
ahead of the claims of the appellants.  Mr. Williams withdrew his
objection after being assured by the trustee’s attorney that he
believed there were sufficient funds in the estate to pay the
administrative expense claims of the Appellants.  The trustee’s
attorney later wrote a letter to Appellants saying there would
not be enough money to pay Appellants’ claims after all. 
Appellants then filed a motion to set aside the settlement and an
objection to the distributions, but the court, while recognizing
that a mistake was made, declined to disturb the settlement.  The
trustee thereafter filed a notice of intent to make interim
distributions under the settlement agreement.  Appellants’
objection to the notice was overruled and an appeal was filed.

The District Court affirmed the Bankruptcy Court on the
grounds that the Appellants should have appealed the order
denying their motion to set aside the order approving the
settlement.  The appeal of the court’s denial of their objection
to the interim distribution constituted a collateral attack on
the previous unappealed order.  Failure to appeal a final order
precludes a collateral attack on the order.  
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